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STRENGTHENING AMERICA’S MIDDLE CLASS:
EVALUATING THE ECONOMIC SQUEEZE
ON AMERICA’S FAMILIES

Wednesday, January 31, 2007
U.S. House of Representatives
Committee on Education and Labor
Washington, DC

The committee met, pursuant to call, at 10:30 a.m., in room
2175, Rayburn House Office Building, Hon. George Miller [chair-
man of the committee] presiding.
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Chairman MILLER. The Committee on Education and Labor will
come to order, and welcome to all of the members of the committee
and to our panel and to the audience.

We are here today to discuss the economic squeeze on America’s
families and to learn what we can do to strengthen and grow
America’s middle class. This is a key priority for our committee in
this Congress, and that is why this is the specific subject of our
first and second hearings.

During the first hundred hours, I was pleased that two of the
committee’s bills designed to help hard working families passed the
House with overwhelming bipartisan support. We acted to increase
the minimum wage to $7.25 an hour, a long overdue increase nec-
essary as more families reach the middle class and to help them
pay for the basic necessities. Even Wal-Mart supported the bill to
increase the Federal minimum wage because it knows that every
dime in increase will be put right back into the economy, and as
they noted, their customers did not have sufficient funds to pay for
the basic necessities.

We also acted to cut the interest rate in half on subsidized Fed-
eral student loans, a critical boost to those students trying to de-
cide whether they can afford to take on and pay back a significant
debt necessary to finance a college education today.

These are the kind of middle class concerns that we intend to
focus the Nation’s attention on every week in this committee and
to take action to address these concerns in a way that strengthens
and expands the middle class. While the business pages across
America show the profits and productivity are up for many corpora-
tions, we know that that is only half of the economic story. The
other half of the story is how middle class Americans are strug-
gling to keep it all together as their health care bill, gas bills, gro-
cery bills go up faster than their wages.

As T travel across the country, I hear from workers who are laid
off from good paying manufacturing jobs and wound up with new
jobs that pay far less than the ones they lost. I hear from workers
whose companies just dumped their pension plans, forcing them to
scramble to find another way for security. I hear from workers
whose basic expenses for housing, food, education, transportation
and health care are going up even while their paychecks stay about
the same.

Today parents are justifiably concerned their own children are
having a lower standard of living in adulthood than they have had.

In a recent poll, 59 percent of American workers say they have
to work harder to earn a decent living than did workers 20 or 30
years ago. Sadly, the American economy has grown more unequal
than any time since Franklin Roosevelt’s New Deal. We don’t have
to accept the middle class squeeze as a fact of life. We can promote
policies that will make work pay, help the middle class become
more secure in their health care, more secure in their nest eggs
and more confident of their future.

I believe that we can have a strong and growing economy that
benefits everyone, not just a privileged few.

Today we are going to hear from a panel of distinguished wit-
nesses who will talk about what has made our economy so unbal-
anced, what we can do to make it fair for their workers and their
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families. I look forward to hearing from each of you on this issue
of paramount importance.

First, I would like to yield to the senior Republican member of
the committee, Mr. McKeon, for an opening statement.

Mr. McKEON. Thank you, Mr. Miller.

Chairman Miller, I want to thank you for holding this hearing
today, and I welcome each of our witnesses. This committee plays
a key role in policies impacting the quality of life for all Americans
of all ages and of all incomes.

I am especially grateful to have six of these Americans here with
us today ready to provide their testimony on the state of our con-
sistently growing economy. Mr. Chairman, I have never been one
to engage in class warfare, and I am not about to start here. I have
always found that while pitting one class against another often
makes for good politics, it rarely makes for good policy.

Instead, I would like to focus this morning on where we have
been, where we are and where we are going from an economic pol-
icy perspective because frankly, I think Members in both parties
have a good story to tell when it comes to our economy.

At the start of this decade the dot-com bubble had burst, finan-
cial events around the world compounded the problem and we
found ourselves sinking into a recession. Congress responded quick-
ly not by adding more layers to the Federal bureaucracy and micro-
managing our economy back to health but by cutting taxes for
every single person in this room and literally in every room in
America. The years that followed have witnessed dramatic eco-
nomic growth. Even after the September 11th terrorist attacks and
the launch of the global war on terrorism and on that strong eco-
nomic foundation, we have set into motion many important policy
reforms, including several that were born right here in this very
committee room.

In the wake of the corporate scandals, we enacted the first mean-
ingful pension reforms in a generation ensuring workers’ retire-
ment savings will be there for them when they need it while re-
stricting excessive golden parachutes, executive compensation ac-
cruals and adding stability into a system in dire need of reform.
And to your credit, although coming late to the game and particu-
larly after neglecting to offer a comprehensive pension reform plan
of your own, many on your side of the aisle joined with us last
summer to send the President a pension bill and send the Amer-
ican people a message that we are serious about protecting their
retirement savings.

We have given Americans more control over their health care
savings than ever before through the establishment of health sav-
ings accounts, an effort that has gained significant bipartisan trac-
tion.

Unfortunately, similar efforts to reign in out-of-control medical li-
ability lawsuits and on this committee, in particular, to provide
small businesses and their workers an easier path to access afford-
able health care have run into a partisan wall, but we will keep
trying.

On education, we have laid the foundation for a strong workforce
through the No Child Left Behind Act. We have worked together
to put college within reach for low and middle income families by
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extending college savings plans, making college tuition tax deduct-
ible for low and middle income families, and beginning to hold col-
leges accountable for their role in the college cost crises.

We began strengthening math, science, and critical foreign lan-
guage programs to enhance our global competitiveness, and we
have modernized our job training system to meet the new realities
of the 21st century economy. Is there more work to do? Absolutely.

But anyone who ignores the progress we have made, so much of
it in a bipartisan way, is more concerned with party politics than
with proactive policy, and I strongly urge them to take a closer look
at the facts.

More than 7 million new jobs have been added to our economy
since August of 2003, spanning more than 3 years of uninterrupted
job growth. The unemployment rate is holding steady at 4%z per-
cent, lower than the average of the 1970s, 1980s and 1990s. Many
workers’ combined earnings of benefits have hit an all time high
rising some 10 percent since the start of this decade. The average
401(k) retirement savings plan is now more than 65 percent more
valuable than it was in 2002.

The pension plans of our Nation’s largest employers ended 2006
with more than 100 percent of the assets needed to pay pensions
indefinitely, a 20 percent increase in 4 years.

And analysts project that this year’s college graduates will enter
the most lucrative job market in years, with employers planning to
hire some 20 percent more graduates this year than last year.

With these thoughts in mind, Mr. Chairman, I would like to in-
clude in the record two recent news articles published in the Janu-
ary 23rd, 2007 Wall Street Journal entitled Pensions Plans to Take
Healthy Turn, and Class of 2007 Gets Plenty of Job Offers as well
as a January 28th of 2007 New York Times article detailing a
sharp increase in a worker’s wages.

Chairman MILLER. Without objection.

[The information follows:]

[From the Wall Street Journal, January 23, 2007]

Career Journal: Class of 07 Gets Plenty Of Job Offers
By ERIN WHITE

Employers are diving back into the fountain of youth.

This year is shaping up as the strongest for college recruiting since the downturn
earlier this decade, colleges report. Traditionally heavy recruiters, including man-
agement consulting firms, investment banks and accounting firms, are intensifying
college recruiting efforts. They're also facing more competition from other employers
in such fields as technology, consumer products, government and even nonprofits.

Employers plan to hire 17% more graduates from the class of 2007 than they got
from the class of 2006, according to the National Association of Colleges and Em-
ployers. That would make this year the strongest job market since 2000-2001, the
association says. More than half of the surveyed employers said they planned to in-
crease hiring; only 5% planned a decrease. Salaries were forecast to rise 4.6%, ac-
cording to another survey by the same group.

“We now again have the nice problem of having to help some of our students
choose among multiple job offers,” says Jack Tinker, director of recruiting at the ca-
reer office of Connecticut College. Mike Hendel, interim director for the career cen-
ter at Carleton College in Northfield, Minn., says he, too, is counseling students de-
ciding among “two or three really good offers.”

Behind the increased recruiting are a relatively strong economy, growing business
demands and heady corporate profits. Employers created about 1.8 million addi-
tional jobs in 2006. Average weekly earnings rose 4.5%, compared with a 3.2% in-
crease in 2005.
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Some companies are also planning for future work-force needs as the baby
boomers’ retirement looms. Employers “are finally starting to get the message that
[they] really need to do more” with college recruiting as baby boomers age, says Dan
Black, director of campus recruiting for the Americas at Ernst & Young LLP.

At New York University, close to 40% of seniors have job offers, which is more
at this point in the year than in any year since 1998-99, estimates Trudy Steinfeld,
executive director of career development. Salaries are up about 5% to 10% since last
year, and companies are offering bigger signing bonuses—up to $10,000, she says.

At the University of Chicago, 119 companies conducted on-campus interviews with
seniors during the fall quarter, compared with 93 a year earlier. Employers posted
180 jobs in that quarter, up from 135 a year before. Recruiting mainstays such as
management-consulting and financial-services firms are active at Chicago, but so
are nonprofits and public-service groups: About 15 such organizations have ex-
pressed interest in an April career fair, compared with none at this time last year,
says Meredith Daw, co-director of career advising and planning services.

At a November job fair in Boston, the 12 sponsoring schools turned away at least
five employers clamoring for space. At the University of California, Los Angeles, offi-
cials squeezed 10 additional employers into a job fair last week that they had ini-
tially limited to 100 employers. Many of the companies attended a fall fair but need
more recruits.

Christopher Bothur, a Connecticut College senior, in the fall accepted a job in an
analyst-training program at Deutsche Bank AG. Earlier, he had spoken briefly with
the bank about a possible summer internship, but he spent the summer working
for the United Nations in China.

When he returned to school, the bank called him, whisked him to New York for
interviews and offered him a position that will include stints in New York, London
and China. “The job kind of fell into my lap,” he says. Mr. Bothur says his base
salary alone will be roughly twice as much as it would have been at the think-tank
jobs he was considering.

College career counselors say the tone of campus recruiting doesn’t approach the
dot-com era frenzy, among employers or students. Students saw older friends and
siblings suffer through the downturn earlier this decade, and they understand that
the job market could tank again. And while the economy as a whole is strong, sec-
tors such as housing and autos are suffering.

One employer contributing to the rising demand on campuses is accounting and
consulting firm Deloitte & Touche. The firm is recruiting about 3,300 seniors for
full-time positions in the U.S. this year, up from fewer than 3,100 last year, says
Diane Borhani, head of U.S. campus recruiting.

To attract candidates, Deloitte is raising salaries and signing bonuses. Full-time
starting base salaries in the U.S. are up about 5% on average to as much as roughly
$60,000 in certain markets. Signing bonuses for new college hires in consulting
range from $6,000 to $10,000 this year, up from $4,000 to $8,000 last year, Ms.
Borhani says.

Employers also hit campuses earlier. Yum Brands Inc., which markets restaurant
chains including Taco Bell and KFC, sent students welcome-back postcards and
emails in August, the earliest it has ever started campus recruiting efforts. “We
tried to be there literally the day that they got to school,” says Misty Reich, Yum’s
vice president of global talent management. Recruiters and senior executives soon
followed.

Companies are also trying to make their recruiting efforts more personal. The
management consultancy Boston Consulting Group sent more young employees to
campus this fall to talk one on one about life at the firm.

Personal outreach went a long way to recruit Wayne Vonder Heide, a 21-year-old
senior at the University of Illinois at Urbana-Champaign, who recently accepted a
management-training position at Kraft Foods Inc. He interviewed with about a
dozen companies last fall, mostly for sales positions. “Just seeing how many jobs are
out there was really encouraging,” says Mr. Vonder Heide, an advertising major
with a business minor. He was confident enough in his prospects that he spurned
follow-up interviews with about four companies.

Around Thanksgiving, Kraft offered him a post in Cincinnati. Management train-
ees contacted him and the company invited him to tour the office there. He met his
would-be co-workers; one took him around the city, including neighborhoods popular
with young professionals. “I could really see myself getting up every day and going
to this office and getting along well with all of these employees,” Mr. Vonder Heide
says. “That was a deciding factor.”
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[From the Wall Street Journal, January 23, 2007]

Pension Plans Take Healthy Turn—Rising Markets Aid Big Firms’ Funds;
Failure Risk Lessens
By THEO FRANCIS

After years of steep underfunding, pension plans are now healthy, thanks to sev-
eral years of double-digit investment gains and rising interest rates, separate stud-
ies from benefits consultants suggest.

The pension plans of Fortune 100 companies ended 2006 with 102.4% of the as-
sets needed to pay pensions indefinitely, according to an estimate expected to be re-
leased today by Towers Perrin, a Stamford, Conn., benefits consultant. That is up
sharply from a low point of 81.9% in 2002, though still below the 125.8% recorded
at the height of the stock-market boom in 1999.

Consultants and pension experts said the change suggests fewer pension plans are
at risk of failing. That bodes well for workers dependent on the plans for retirement
income and for the Pension Benefit Guaranty Corp., a federally run pension insurer
that pays basic benefits if the plans aren’t able to.

“There’s no reason why their funding shouldn’t have improved—everything’s going
in the right direction,” said Jack Ciesielski, a pension-accounting expert who writes
the Analyst’s Accounting Observer newsletter. While some companies faced serious
funding shortfalls, for many employers “it was cyclical in nature,” he added.

Similar findings are echoed by a separate study of pension funding based on 2005
data, released yesterday by benefits consultant Watson Wyatt Worldwide. That
study found that pensions for a group of 1,000 companies were about 91% funded
in 2005, up from a little more than 80% funded in 2002.

Widespread concern over underfunded pensions and corporate decisions to freeze
or cut pension benefits has helped pension legislation through Congress last year.
The legislation was billed as shoring up pension plans weakened by a “perfect
storm” of low interest rates and poor stock-market performance early this decade.
Few provisions of the new law took effect before this year, so any improvements
they may bring about aren’t reflected in the estimates by the benefits consultants.

Towers Perrin’s study examined the 79 companies in Fortune magazine’s list of
the 100 largest U.S. firms that sponsored defined-benefit pension plans. Pension
plans are backed by trust funds that typically pay retirees a set amount each month
for life, or a one-time payout based on that stream of payments. A plan’s funded
status is a measure of any gap between the fund’s assets and the company’s obliga-
tions under the plan.

Stock-market gains were the biggest factor in the plans’ recovery, averaging about
12% in 2006. In addition, rising interest rates likely reduced plan liabilities by
about 3%, Towers Perrin estimated. Interest rates determine how the company con-
verts future pension payouts into a liability on its books today.

Company contributions also improved pension funding, with average contributions
rising more than fivefold since 1999. But these contributions boosted plan funding
by only about 1%, Towers Perrin said.

One factor unexamined in the study: How big a role pension freezes and cuts have
played in improving pension funding. Freezing or cutting benefits reduces a com-
pany’s pension liabilities, which means the existing assets cover more of the com-
pany’s obligations.

Towers Perrin used publicly disclosed data for each company, including asset, li-
ability and asset-allocation figures, and took into account subsequent market re-
turns and interest-rate changes.

Improving plan fortunes could encourage some companies to stop contributing to
their plans, as many did in the late 1990s; however, pension-industry officials say
last year’s legislation makes that less likely.

Separately, new pension-accounting rules taking effect this year mean companies
must start reflecting net pension liabilities on the balance sheet, instead of record-
ing them in a footnote as they have for years. Under Towers Perrin’s projections,
“on average, the Fortune 100 will be booking an asset” rather than a liability for
their plans, said Bill Gulliver, Towers Perrin’s chief actuary for human-resource
services.

The transition from prior accounting rules to the new ones, however, mean that
the Fortune 100 companies are likely to see a combined decrease in shareholders’
equity of about $160 billion, improved from prior estimates of $245 billion, Towers
Perrin said.

Watson Wyatt’s study showed that plan funding improved by about $10 billion in
aggregate between 2004 and 2005. Investment returns improved funding by about
$114 billion, and company contributions added about $51 billion, offset by the
growth of benefits for employees in the plans, Watson Wyatt said.
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“The bottom line is, things are getting better,” said Mark Warshawsky, Watson
Wyatt’s director of retirement research and a former Bush administration Treasury
official. He said preliminary estimates for 2006 show further improvement.

Still, Watson Wyatt’s analysis shows that pension assets were invested about 64%
in stocks, on average—meaning another sharp downturn could wreak havoc with
pension funding once again.

[From the New York Times, January 28, 2007]
Looking for the Angry Populists in Suburbia

By DAVID LEONHARDT

In his confrontational response to President Bush’s State of the Union address on
Tuesday, Senator Jim Webb of Virginia said that he was going to focus on only two
topics. One, as everyone knew it would be, was Iraq.

But before he turned to the war, the new senator spoke about something else: an
economy that he said made it seem “as if we are living in two different countries.”
In one, stock prices, corporate profits and executive pay are rising. In the other, the
middle class is barely scraping by.

Mr. Webb said the situation was reminiscent of the early 20th century, when rob-
ber barons were raking in wealth and “dispossessed workers at the bottom were
threatening revolt.”

It was the sort of speech that one might have expected during a deep economic
slump. Yet it came instead as most workers have started receiving significant pay
increases for the first time in years and as polls show that most Americans think
the economy has grown stronger.

This contrast was arguably the most significant part of the speech. As they plan
their strategy on Capitol Hill and begin the 2008 presidential campaign, the leaders
of the Democratic Party are betting that the temporary swings of the economic cycle
no longer have the political power they once did.

Instead, they say, the economic shocks of recent years—technological change,
globalization, the decline of labor unions and business icons like Ford Motor Com-
pany—have left many swing voters feeling anxious and insecure about the future.

After years of fighting losing battles against tax cuts, Democrats argue that this
economic anxiety has altered the political landscape, making swing voters open to
a new role for government—a form of what Representative Rahm Emanuel of Illi-
nois has called “suburban populism.”

With issues like energy policy, immigration and health care having gone largely
unaddressed in recent years, Democrats see a way to define themselves as the party
that can help Americans survive the 21st-century economy.

An unanswered question, though, is whether suburban populism can still have ap-
peal during good economic times.

"The little ups and downs of the economy are not what’s bothering the average
American, as much as it is the feeling that there are large forces that buffet them
around,” said Senator Charles Schumer of New York, whose book laying out an
agenda for the party was published last week. “In the past, the attitude was, ‘Get
government out of the way.” And now it’s, ‘Gee, I may need it.””

Amy Klobuchar, a freshman senator from Minnesota, pointed out that her state
had one of the strongest economies in the country, yet she still based her winning
campaign largely on people’s economic worries. “They feel insecure,” Ms. Klobuchar
said last week. “And the point of this is, they’re right.”

This strategy certainly has risks. Tax cuts—with a heavy dose of optimism thrown
in—have been a much better political bet than populism for decades now, and Re-
publicans are sticking to this script. During his address last week, Mr. Bush de-
scribed the economy as being “on the move,” and he is scheduled to visit Peoria,
I1l., this week to call attention to recent wage gains. Republicans are pushing for
an extension of the tax cuts passed during Mr. Bush’s first term that they say are
a major cause of the current boom.

The economy emerged from a recession in late 2001, after the first tax cut went
into effect, but wages for most workers still did not keep up with inflation for much
of the next few years. Only in recent months has that changed.

In 2006, the average hourly pay of rank-and-file workers, who make up about
four-fifths of the work force, rose 4.2 percent, while the consumer price index in-
creased only 2.6 percent. The net result—an inflation-adjusted increase of 1.6 per-
cent—was a bigger annual raise than any that workers received from the late 1970s
to the mid-90s.

The direction of wages has historically been one of the best predictors, if not the
best, of the public mood, and it, too, has been brightening. In a Gallup Poll con-
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ducted in mid-January, the share of respondents calling the economy excellent or
good—>52 percent—reached its highest level since the Clinton administration.

But even with the recent increases, the real hourly pay of rank-and-file workers
has risen only 3 percent since Mr. Bush took office, according to the Bureau of
Labor Statistics. Over the same span, productivity—that is, the value of what the
economy produces per hour—has risen 18 percent.

Except for a few years in the late 1990s, in fact, pay increases have been modest
for most of the last three decades, which appears to be contributing to the anxiety.
In exit polls on Election Day, fewer than one in three people said they expected life
for the next generation of Americans to be better than life today.

But even if suburban populism has some appeal, Democrats have been less clear
about how to translate it into policy. During their first weeks in control of the
House, they have passed bills to raise the minimum wage, to cut the interest rate
on federally subsidized loans to college students and allow government to negotiate
with pharmaceutical companies over the cost of drugs sold through Medicare.

But none of the bills has yet passed the Senate, and even if they do, they are
unlikely to have a big effect on most middle-class families—the target audience of
the new suburban populism.

Some Democrats, in the party’s center and on the left, are starting to push for
broader ideas. In his new book, Mr. Schumer calls for biometric employment cards
to reduce illegal immigration and a crackdown on tax evasion by the wealthy,
among other measures. Tom Vilsack, the former Iowa governor who is running for
president, is arguing for a push on new energy technology partly to “elevate our
economy above global competition.”

It is still not clear how much can be done by a party that, for at least another
year, will lack a clear leader. In his speech last week, Senator Webb cited two popu-
list role models, Andrew Jackson and Theodore Roosevelt, both of whom were presi-
dents, not Congressional leaders.

But the coming year will give the party’s leaders a chance to hone its message—
and to see how long the current economic boom will last.

Mr. McKEON. Now is this not utopian, Mr. Chairman? Most defi-
nitely not. But at the same time, it is unmistakable proof that our
pro-growth policies are strengthening our economy, creating jobs
and spurring investment, and we are doing all of this without add-
ing new layers of government and disguising it as innovation or
competitiveness. Rather, we have unleashed the entrepreneurial
spirit that drives Americans and filled in the gaps with meaningful
reforms that are making a real difference for students, workers,
and retirees.

That is something to be proud of, Mr. Chairman, and indeed that
is something to build upon.

[The statement of Mr. McKeon follows:]

Prepared Statement of Hon. Howard P. “Buck” McKeon, Senior Republican
Member, Committee on Education and Labor

Chairman Miller, thank you for convening today’s hearing, and I welcome each
of our witnesses. This Committee plays a key role in policies impacting the quality
of life for all Americans, of all ages, and of all incomes. I'm especially grateful to
have six of these Americans with us today, ready to provide their testimony on the
state of our consistently growing economy.

Mr. Chairman, I've never been one to engage in class warfare, and I'm not about
to start here. I've always found that, while pitting one class against another often
makes for good politics, it rarely makes for good policy. Instead, I'd like to focus this
morning on where we’ve been, where we are, and where we’re going, from an eco-
nomic policy perspective * * * because, frankly, I think Members in both parties
have a good story to tell when it comes to our economy.

At the start of this decade, the dot-com bubble had burst, financial events around
the world compounded the problem, and we found ourselves sinking into a recession.
Congress responded quickly, not by adding more layers to the federal bureaucracy
and micromanaging our economy back to health, but by cutting taxes for every sin-
gle person in this room and—literally—in every room in America. The years that
followed have witnessed dramatic economic growth, even after the September 11th
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terrorist attacks and the launch of the Global War on Terrorism. And on that strong
economic foundation, we’ve set into motion many important policy reforms, includ-
ing several that were born right here, in this very Committee room.

In the wake of the corporate scandals, we enacted the first meaningful pension
reforms in a generation—ensuring workers’ retirement savings will be there for
them when they need it, while restricting excessive “golden parachute” executive
compensation agreements and adding stability into a system in dire need of reform.
And to your credit, although coming late to the game and particularly after neglect-
ing to offer a comprehensive pension reform plan of your own, many on your side
of the aisle joined with us last summer to send the President a pension bill—and
send the American people a message that we're serious about protecting their retire-
ment savings.

¢ More—We’ve given Americans more control over their health care savings than
ever before, through the establishment of health savings accounts—an effort that
has gained significant bipartisan traction. Unfortunately, similar efforts to rein-in
out-of-control medical liability lawsuits and—on this Committee, in particular—to
provide small businesses and their workers an easier path to access affordable
health care have run into a partisan wall. But, we’ll keep trying.

On education, we’ve laid the foundation for a strong workforce through the No
Child Left Behind Act. We've worked together to put college within reach for more
low- and middle-income families by extending 529 college savings plans, making col-
lege tuition tax deductible for low- and middle-income families, and beginning to
hold colleges accountable for their role in the college cost crisis. We've begun
strengthening math, science, and critical foreign language programs to enhance our
global competitiveness. And we’ve modernized our job training system to meet the
new realities of a 21st Century economy.

Is there more work to do? Absolutely. But anyone who ignores the progress we’ve
made—so much of it in a bipartisan way—is more concerned with party politics
than with proactive policy. And I'd strongly urge them to take a closer look at these
facts:

¢ More than seven million new jobs have been added to our economy since August
2003, spanning more than three years of uninterrupted job growth;

¢ The unemployment rate is holding steady at 4.5 percent—lower than the aver-
age of the 1970s, 1980s, and 1990s;

* Workers’ combined earnings and benefits have hit an all-time high, rising some
ten percent since the start of this decade;

* The average 401(k) retirement savings plan is now more than 65 percent more
valuable than it was in 2002;

¢ The pension plans of our nation’s largest employers ended 2006 with more than
100 percent of the assets needed to pay pensions indefinitely—a 20 percent increase
in four years; and

¢ Analysts project that this year’s college graduates will enter the most lucrative
job market in years—with employers planning to hire some 20 percent more grad-
uates this year than last year.

With these thoughts in mind, Mr. Chairman, I'd like to include in the record two
recent news articles published in the January 23, 2007 Wall Street Journal entitled
“Pension Plans Take Healthy Turn” and “Class of 07 Gets Plenty Of Job Offers,”
as well as a January 28, 2007 New York Times article detailing a sharp increase
in worker wages.

Now, is this utopia, Mr. Chairman? Most definitely not. But at the same time,
it is unmistakable proof that our pro-growth policies are strengthening our economy,
creating jobs, and spurring investment. And we’re doing all of this without adding
new layers of government and disguising it as “innovation” or “competitiveness.”
Rather, we’'ve unleashed the entrepreneurial spirit that drives America—and filled
in the gaps with meaningful reforms that are making a real difference for students,
workers, and retirees. That’s something to be proud of, Mr. Chairman—and indeed,
that’s something to build upon.

[The statement of Mr. Altmire follows:]

Prepared Statement of Hon. Jason Altmire, a Representative in Congress
From the State of Pennsylvania

Thank you, Chairman Miller. It is a great honor for me to serve on the Committee
this Congress and I look forward to working under your leadership to address some
of the most important questions facing our country.
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I would like to extend a warm welcome to all our witnesses. I thank you for com-
ing to Washington to testify and am eager to hear your views on how we might best
help the middle class.

The purpose of today’s hearing is to examine the degree to which the middle class,
the backbone of America, is being squeezed out and left behind. This is a very real
issue that, as I am sure all my colleagues know, is among Americans’ top concerns.
I hear it everywhere I go back in my district.

Where once a family on a single income could pay for a college education and
count on reliable health care and retirement benefits, now families with dual in-
comes are stretched to their very limits and leveraged to the hilt. Even as they work
harder than ever, the middle class’s purchasing power is diminishing. Paying for
their children’s college tuition is, for most families, merely a pipe dream. Likewise
for affordable family health care benefits and a secure retirement.

Mr. Chairman, this is an untenable situation. America’s working families deserve
more. I am fundamentally committed to ensuring the long term health and viability
of the American middle class, and I know this Congress is as well. We will work
tirelessly to improve access to higher education and healthcare, to secure Americans’
retirement benefits, and to guarantee that all Americans share in America’s wealth.

Thank you, Mr. Chairman, for your leadership on these issues, I appreciate the
opportunity to work with you. I yield back the balance of my time.

[The statement of Mr. Hare follows:]

Prepared Statement of Hon. Phil Hare, a Representative in Congress From
the State of Illinois

Thank you Mr. Chairman. America’s middle-class families are under great eco-
nomic strain. Average incomes have become flat and prices for basic needs such as
healthcare, housing, energy and education have skyrocketed.

Families are not able to save for retirement or prepare for unknown risks or cri-
ses. Therefore, our middle class is in great danger of eroding, which will have disas-
trous impacts not only on the U.S. economy but also on the global economy.

It was my goal in coming to Congress to try and eradicate the fear workers have
of losing their jobs to economic factors; make it easier for families to send their kids
to college; and ensure everyone has access to affordable healthcare. But, how do we
do that? I believe there is no one solution, but Congress must take measures to cre-
ate economic stability and security through education, income equality and business
investment in American employees and products.

Questions for the panel

¢ Mr. Hacker, how do we reverse The Great Risk Shift and do we need to tackle
the superficial things first, like lowering healthcare costs, or address the entire
economy as a whole?

¢ Mr. Hacker, you talk about the erosion of hope and opportunity in your state-
ment, which Ms. Miller also speaks to in her remarks about struggling to live in
the middle class. There have also been studies cited today that this sentiment is
widespread across the United States. How can Congress restore hope in our work-
force and create opportunities not yet realized?

¢ Mr. Weller, why are wages stagnant and why are businesses not investing in
their employees like they used to? What kind of incentives can we provide busi-
nesses to become more employee or American invested?

¢ Ms. Furchtgott-Roth, your testimony cites strong economic growth statistics and
a positive prognosis for the future. However, this is in direct conflict with the state-
ments of the other panelists, especially Ms. Miller who in representing the middle
class today. In fact many of the constituents I talk to in my district do not believe
claims about a strong U.S. economy. Which outlook are we to trust and do you think
this conflict in our information is a cause of the problem?

[The statement of Mr. Kucinich follows:]

Prepared Statement of Hon. Dennis J. Kucinich, a Representative in
Congress From the State of Ohio

Mr. Chairman, as we will hear from today’s witnesses, families across the nation
are experiencing increased financial pressures and too often failing to reap the re-
wards of their own productivity. Many middle class workers who have labored tire-
lessly to support their family are now faced with job insecurity and financial con-
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cerns. Too often, the overriding themes of many workers lives have become themes
of increasing debts and diminishing protections. The pressure they now face largely
stems from circumstances beyond their control, circumstances that we as Members
of Congress must work to rectify.

Many families of middle class workers now teeter on the edge of economic sta-
bility. Every American can attest to the growing costs of necessities such as home
heating oil, child care, and healthcare. As wages have failed to keep pace, many
workers are placed in a precarious financial situation. Forced increasingly to rely
upon loans and credit cards to make ends meet, families can find themselves one
extended hospital stay or temporary job loss away from bankruptcy. The system de-
signed to protect families in these situations is broken, and must be mended by this
Congress.

Outsourcing, once primarily a concern for manufacturing jobs, is now a growing
concern for white collar jobs as well. Workers in my home state of Ohio have long
known the consequences for workers when jobs are shipped overseas. The effects of
trade policies such as NAFTA have led Ohio to post the sixth highest unemployment
rate in the nation in the most recent numbers reported by the Bureau of Labor Sta-
tistics. Workers and their families are left in an insecure world, with diminishing
protections and in need of a helping hand.

No longer can our nation turn a blind eye to the effects of lax enforcement of labor
laws, inadequate social support systems and faulty trade policies. This Congress
must take the necessary steps to ensure that workers and their families are on sta-
ble economic ground. We have the ability to better protect and aid our constituents,
and we must move towards the goal of security for workers as we begin this new
Congress.

[The statement of Ms. Sanchez follows:]

Prepared Statement of Hon. Linda T. Sanchez, a Representative in
Congress From the State of California

Mr. Chairman, I thank you for convening this hearing on the state of the Amer-
ican middle class. Unfortunately, the middle class is suffering the consequences of
years of fiscally irresponsible economic policy. For working and middle class Ameri-
cans, our economy presents greater obstacles to success than in previous decades.

The dire straits that many middle class families find themselves in are simply not
in line with the success and growth in the economy overall. In so many areas, the
middle class is besieged. But in the past twelve years, Congress has abandoned its
responsibility to defend hard-working American families—building obstacles to their
progress and blocking Democratic efforts help Americans help themselves.

Worker productivity is at historic levels: American workers today produce 70 per-
cent more goods than they did at the end of the 1970s. As a nation, America is rich-
er than it was a generation ago. Incongruously, the workers responsible for Amer-
ican increased productivity and economic growth have not fairly shared in the
wealth they have created. As middle class families are squeezed between stagnant
wages and rising prices for homes, education, and healthcare, the income disparity
between them and the richest 5 percent of families has widened. I salute you, Mr.
Chairman for taking on the challenge of closing this gap.

Financial security has also declined for many American families. The majority of
American families cannot weather an emergency without tapping into the equity in
their homes—if they are lucky enough to be homeowners. Many middle class fami-
lies have had to borrow more money just to make ends meet. Personal savings have
depleted, making middle class families vulnerable to even brief periods of unemploy-
ment or substantial emergency medical costs.

Our healthcare system is in crisis. About 47 million Americans, including millions
of children, still lack access to health insurance. Even for many of the insured, vital
goods and services, including prescription drugs and annual check-ups, remain un-
covered. Working families should not have to choose between paying for their med-
ical bills and other necessities. Health care spending is expected to continue to rise
well above inflation for years to come. Unless we take action to control these soaring
costs, millions more American families will lose access to appropriate care that can
reduce emergency and acute care costs later.

One traditional path Americans have used to improve their circumstances and
reach the middle class, the labor union, has been hampered and hindered. Workers
who wish to organize themselves to bargain for better pay and benefits and improve
their working conditions have faced severe challenges. Too many corporate employ-
ers engage in systematic and illegal campaigns of harassment and intimidation
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against workers who want to band together to achieve common interests and better
their lots in life. This practice has even spawned its own small industry of private
“consulting” firms whose sole purpose is to coach employers in methods, both legal
and illegal, of preventing workers from exercising their right to choose to form
unions. I look forward to addressing this alarming development so that more Ameri-
cans are free to achieve the dream of economic independence.

We must also work to ease the burden that higher education costs pose to middle
and working class families. Financial barriers should never prevent a qualified stu-
dent from going to college, and that is why America has long since made a commit-
ment to help all Americans afford a higher education. Student financial aid is one
of the best investments that this country can possibly make. There is no better way
to lift people out of poverty, build strong communities from the inside, and give our
youth hope for their future than by providing an affordable education.

Fair wages are essential to a just society and to the growth of the middle class.
In this regard, the 110th Congress is off to a great start. We recently passed the
Fair Minimum Wage bill to increase the minimum wage to a more realistic $7.25
an hour by 2009. But that bill is just a down payment. I look forward to working
with the Members of this Committee to help hard-working Americans rise up and
improve their lives and lifestyles.

Our agenda in this 110th Congress must focus on working families. America’s
middle class is working hard and producing more than ever, yet is faced with an
unprecedented burden of costs and expenses. Our success as a country depends on
them; their success, right now, depends on us. Let’s work to ease the burden on
America’s hard-working middle class, protecting the security and opportunity of the
American dream.

[The statement of Mr. Sarbanes follows:]

Prepared Statement of Hon. John P. Sarbanes, a Representative in
Congress From the State of Maryland

Mr. Chairman, I want to thank you for holding this hearing to examine the grow-
ing struggle of America’s Middle Class. I am new to the Congress and to this Com-
mittee, but I am not new to the plight of the Middle Class. In my prior career in
health care and education, I have witnessed how the most basic of opportunities are
increasingly out of reach for those families and communities that have traditionally
formed the bedrock of American society.

America has long been known as the land of opportunity. The idea of the Amer-
ican Dream is that no matter your background, if you are willing to work hard and
play by the rules, you will be able to provide for yourself and your family. In recent
years, it seems that this promise, this bargain that has long made the American
v;lorker the most innovative and productive worker in the world, has begun to wear
thin.

I want to share with the Committee a story of a woman I met during my cam-
paign. She is the mother of three college age students, a professional woman who
commutes from Odenton, Maryland to her job at one of the federal agencies here
in the District. She is the Middle Class. She told me she doesn’t know how her three
children will be able to afford college. Then she looked me right in the eye and said
something that sent a chill up my spine. She said “I did everything they told me
I was supposed to do. My husband and I worked three jobs between us, we saved
our money, and we told our kids if you work hard and study, you can make it in
America. And now we can’t afford to pay for college.”

In this one statement, we hear what so many Americans are saying, which is we
worked hard and played by the rules, and we believed in an America that would
reward that, and now we’ve discovered that it’s all a cruel trick

Mr. Chairman, with great facility, this Administration has invoked the American
dream while cynically advancing an agenda that disproportionately benefits the
wealthiest among us and calls on everyone else to work harder for less. The Amer-
ican people know a bad deal when they see one. And they are counting on this Con-
gress to restore the bargain with the Middle Class.

T'll close, Mr. Chairman, by noting this, and it is something we should take to
heart as representatives who have been called upon to serve. In making policy, we
should always consider: How does this affect the majority of Americans? How does
this impact the working families of America? If we keep those fundamental ques-
tions in mind as we do our jobs, we will make good public policy and we will build
back a strong and vibrant Middle Class. Thank you, Mr. Chairman.
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Chairman MILLER. I thank the gentleman.

Our panel this morning is a distinguished group of individuals.
We will begin with Jacob Hacker, who is a Professor of Political
Science and Resident Fellow of the Institution of Social Policy
Studies at Yale University. He is also a Fellow of the New America
Foundation, a former Junior Fellow of the Harvard Society of Fel-
lows. He is the author of several books. The title of his most recent
book is The Great Risk Shift: The Assault on American Jobs, Fami-
lies, Health Care, and Retirement. Currently he is heading a Social
Science Research Council project and cochairing the National Acad-
emy of Social Insurance’s 2007 conference. His articles and opinion
pieces have appeared in the American Political Science Review of
American Prospect, the Boston Globe and the New York Times.

Rosemary Miller currently works as a flight attendant for a
major airline based in San Francisco. She has completed two Bach-
elor’s Degrees and a Master’s and chose to go to work as a flight
attendant in 1990 because of the opportunity to structure her
schedule, maximize the time spent at home raising two children as
well as the genuine love of the profession. Rosemary is the single
mother of two children and lives in Reno, Nevada, having to com-
mute to San Francisco for her flight assignment.

Eileen Appelbaum is a Professor and was Director of the Center
for Women in the Workforce in March of 2002. She was promoted
to Distinguished Professor in July 2006. Formerly she was a Re-
search Director at the Economic Policy Institute here in Wash-
ington and a Professor of Economics at Temple University. She has
studied both high road and low wage employers. She is the author
of, among other books, The New American Workplace and Manu-
facturing Advantage. She has recently published a report, “Achiev-
ing a Workable Balance,” which examines employers’ experiences
and employee leaves and turnovers. Dr. Appelbaum has published
widely on the economic developments in the U.S. and other coun-
tries and has authored numerous articles on the workforce, part-
time employment, the service sector of the economy and the labor
markets experience for women.

Diana Furchtgott-Roth is a Senior Fellow at the Center for Em-
ployment Policy at the Hudson Institute here in Washington,
where she was formally the Chief Economist of the Department of
U.S. labor from February of 2003 to April of 2005. Previously she
served as the Chief of Staff of the President’s Council of Economic
Advisers and she is a weekly economic columnist with pieces pub-
lished in the Washington Post, the Financial Journal, The Wall
Street Journal, the Los Angeles Times, among others. And her area
of expertise is in labor economics tax policy and economic regula-
tion.

Kellie Johnson is the President of ACE Clearwater Enterprises
in Torrance, California. ACE Clearwater is a metal forming com-
pany manufacturing formed and welded assemblies for the aero-
space and power generation industry. Ms. Johnson joined the fam-
ily business of ACE Clearwater Enterprises in 1984, working in all
areas from purchasing to production control. Ms. Johnson was pro-
moted President in 1989 and by 1995 they doubled the annual
sales to over $20 million. In 1999, her company was named one of
America’s top 25 small manufacturers by Industry Week Magazine.
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Ms. Johnson sits on the Board of Directors on the National Associa-
tion of Manufacturers and was named a member of President
Bush’s Manufacturing Council in March of 2006.

Christian Weller is a Senior Economist for the Center of Amer-
ican Progress, where he specializes in Social Security and retire-
ment income, macroeconomics and the Federal Reserve and inter-
national finance. Prior to joining American Progress, he was on the
research staff at the Economic Policy Institute, where he remains
a Research Associate. Dr. Weller has also worked for the Center for
European Immigration Studies at the University of Bonn, Ger-
many, the Department of Public Policy at the AFofL/CIO here in
Washington. Dr. Weller has been a frequent guest on news pro-
grams and all of the major networks, and he holds a Ph.D. In eco-
nomics from the University of Massachusetts at Amherst.

Welcome to the committee.

We will hear your testimony. We will begin with an initial 5-
minute presentation by each of the witnesses. The light will be
green and then it will go to, if everything works right, it will go
to yellow which suggests you might want to start about wrapping
up, and then red, of course, is at the end of the 5 minutes. We will
allow you to complete a thought and a sentence so it will be coher-
ent.

And Jacob, we will begin with you.

STATEMENT OF JACOB HACKER, PH.D., PROFESSOR, YALE
UNIVERSITY

Mr. HACKER. Thank you and good morning, Chairman Miller,
Ranking Member McKeon, and members of the committee. I am
honored to speak with you today about the economic condition of
the American middle class.

Without mincing words, I believe that the condition can be de-
scribed as serious and unstable. Over the last generation, in nearly
every facet of middle class economic life, health insurance, pen-
sions, job security, family financial economic risk has shifted from
the broad shoulder of government and corporations onto the backs
of American families. I call this transformation the great risk shift,
and I think it is at the heart of the economic anxieties that many
middle class Americans feel.

The United States, as you know, has a distinctive framework of
economic security, one that relies heavily on employers to provide
essential social benefits. But today this framework is eroding and
risk is shifting back onto workers and their families. Employment
based health insurance has cracked substantially, leaving nearly
one in three non-elderly Americans without coverage for some time
every 2 years.

Meanwhile, even as pension coverage has stagnated, there has
been a dramatic movement away from traditional guaranteed de-
fined benefit plans towards individual account style, defined con-
tribution plans which leave much of the risk and responsibility of
retirement planning on workers themselves.

We hear much today about inequality. The growing gap between
the rungs on our economic ladder. But the shift that I am talking
about is better described as insecurity, the growing risk of slipping
from the ladder itself, and insecurity is clearly what more and



15

more Americans feel. In an election night policy commissioned by
the McArthur Foundation—excuse me—the Rockefeller Foundation
last year, fully three-quarters of voters, Republicans and almost as
large a proportion of Democrats, said they were worried about their
overall economic security.

Now let me emphasize that this is—these are not just concerns
or problems of the poor or poorly educated. Insecurity today
reaches across the income spectrum, across the racial divide, across
lines of geography and gender. Increasingly, all Americans are
riding the economic roller coaster that was once reserved for the
working poor.

For example, personal bankruptcies and home foreclosures are
stunningly more common today than a generation ago, and most
who experience these dislocations were in the middle class before
they did. Indeed, the segment of the population most vulnerable to
these trends are families with children, in part because they are
drowning in debt. In 2004, personal debt exceeded 125 percent of
income for the median, married couple with children.

We will hear more at this hearing about the squeeze between in-
come and expenses that helps account for rising middle class debt.

But another factor to consider is that incomes themselves have
become more unstable. Research I have done using the Panel Study
of Income Dynamics, a study that has tracked thousand of families
from year to year since the 1990s, shows that not only have the
gaps between the rungs on our economic ladder increased, what
has also increased is how far people have slipped down the ladder
when they lose their financial footing. For example, a recent study
shows that a chance that Americans will spend short periods in
poverty has increased substantially since the 1970s for every age
group. Now it is common to say that trends like these either cannot
be addressed or that addressing them will hurt our economy. I
think both claims are false.

The great risk shift is not an inevitable occurrence. In an econ-
omy as rich as ours there is really no compelling reason why we
could not shore up and update some of the buffers that protect fam-
ilies from economic risk to help them prosper in our increasingly
dynamic, increasingly flexible and, yes, increasingly uncertain
economy.

Which brings me to the second misleading claim, that providing
Americans with a basic foundation of security will drag our econ-
omy down. We cannot and we should not ensure Americans against
every risk they face, but it is a grave mistake to see security as
opposed to opportunity. We give corporations limited liability, after
all, precisely to encourage entrepreneurs to take risks. If the mid-
dle class are to make the investments necessary to thrive in our
new economy, they need an improved safety net. The American
dream. The economic promise of this great Nation is about security
and opportunity alike, and ensuring the vibrancy of that dream
will require providing security and opportunity alike.

Thank you.

Chairman MILLER. Thank you.
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STATEMENT OF ROSEMARY MILLER, FLIGHT ATTENDANT

Ms. ROSEMARY MILLER. Thank you, Chairman Miller, for inviting
me to this important hearing on the challenge facing the middle
class in this country. It is an honor and privilege to be here today.
Again, my name is Rosemary Miller.

Eight weeks ago I began my 18th year as a flight attendant. In
1990 I set aside my Master’s and Bachelor’s Degree and my career
in education and chose to become a flight attendant because it was
a profession that would allow me more time at home and with my
children, and for most of my career I have been able to balance the
requirements of the demanding full-time job with the needs of an
active family.

However, in the past several years the airline industry employ-
ees have been at the forefront of a trend that is repeating. It is
throughout our economy. We are working longer and longer hours
for less and less pay. We have seen our benefits slashed simply to
keep the most basics of health care. Our pension pans have been
frozen or terminated, and our employers have used bankruptcy
laws to shred union contracts, turning back the clocks on decades
of progress we have made on turning our jobs into decent, stable
careers.

Since entering bankruptcy, my employer is imposing drastic
wage and benefit reductions that include requiring me to work 20
percent more hours for 40 percent less pay. I am away from home
so often that I am absent from many of the important events in my
girls’ lives that I vowed I wouldn’t miss, and I am so angry and
frustrated that I will to have withdraw the very small sum I was
able to set aside for the beginning of my girls’ c